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KEY ECONOMIC INDICATORS - PAKISTAN 
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SUMMARY: Pakistan's recent economic performance has been lackluster 
but the coming year should be somewhat better. The unrest which took 
its toll following the March elections ended with the institution of 
a martial law regime on July 5. Elections are scheduled for October 
and the interim government has taken some positive actions to halt 
the economic drift. In the year ending June, GNP grew by 1.2 percent 
in real terms, well under the 3 percent population increase. Despite 
a bad cotton crop the important agricultural sector grew by 2.2 per- 
cent. The wheat crop was again nearly 9 million tons and there was 

a substantial increase in rice and sugar cane output. The interim 
government is taking some short-term measures to assist cotton and 
other agricultural production. 


Pakistan's already lagging industry was hurt this year by the short- 
age of raw cotton, and output of the important textile industry was 
down by one-fifth. Gains in the ghee, fertilizer, steel and paper 
products industries largely offset the poor textile showing. Indus- 
trial performance continues to be affected by the previous policies 
of nationalization and concentration of investment in long-gestation 
projects. 


Inflation for FY 1977 was 12 percent or more. Money supply (including 
time deposits) growth of 18 percent and a scarcity of consumer goods 
is causing an upward pressure on prices. Only a fairly liberal import 
regime, at the expense of the balance of payments, prevents inflation 
from being even worse. Pakistan's trade deficit rose 30 percent to 
$1.1 billion as the value of imports rose and exports stagnated. 
Foreign exchange holdings dropped from $585 million to $387 million 
during FY 1977. 


Three-fourths of investment has been going to largely capital- 
intensive public sector projects. The interim government has gone 
somewhat farther than the previous government had planned in denation- 
alizing 2773 agro-based industrial units. The private sector 
welcomed this but is still cautious about plant expansion. Foreign 
investment continues to be sluggish. 


Although the balance of payments position and limited foreign ex- 
change reserves narrow the range of American sales opportunities, 
Pakistan's import regime is less restrictive and cumbersome than 
many other developing countries. Opportunities for American sales 
exist in the transportation, food processing and energy industries. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Pakistan's depressed economy continued to mark time under an interim 
martial law administration. The chief economic spokesman for the 
interim government, Secretary General in Chief and former State Bank 
Governor Ghulam Ishaq Khan, recently admonished against overoptimism, 
but even with the uncertainty over future economic policy, there is 
reason on several counts to expect the coming year to be somewhat 
better. The civil unrest which followed Pakistani elections in March 
ended with the imposition of martial law by Chief of Army Staff 
General Mohammad Zia-ul-Hag on July 5 when he took over the government. 
General Zia has repeatedly stated that his is an interim government 
whose main concern is the holding of new elections scheduled for 
October 18. The interim government became more activist in early 
September and introduced a series of measures designed to arrest the 
economic drift until a successor government can take over. 


The two major competing parties are the coalition Pakistan National 
Alliance (PNA) and Bhutto's Pakistan People's Party (PPP). The PNA 
has a strong Islamic orientation, but is also more market-oriented 
than the populist PPP which,under Bhutto, stressed a centralized, 
government controlled socialist economy. 


The political unrest leading to the introduction of the Martial Law 
Adminsitration aggravated what was already virtual economic stagnation 
and is estimated to have cost Pakistan at least one percent of GNP. 
According to provisional estimates for FY 1977, (which ended June 30) 
Pakistan's GNP at constant prices increased only 1.2 percent over the 
previous year. This was considerably less than the officially fore- 
cast 4.3 percent and not enough to keep pace with Pakistan's 3 percent 
population growth rate. While inflation resulted in an 8 percent 
current price increase in nominal per capita output, in real terms it 
declined almost 2 percent. In current prices per capita GNP was $186. 


AGRICULTURE : 


The agricultural sector, accounting for one-third of GNP, grew 2.2 
percent -- better than any other major sector but still less than pop- 
ulation growth. The mediocre result was at least partly due to bad luck, 
with weather and pest conditions depressing cotton production 
(Pakistan's most important cash crop) by 16 percent. The same moisture 
that caused the floods contributed to an increase in sugar cane pro- 
duction of 10 percent, and good rice and wheat crops. A record amount 
of rice was exported through aggressive marketing but the size of 
Pakistan's exports = about 10 percent of world rice exports - contrib- 
uted to a decline in world rice prices thereby limiting foreign 
exchange earnings. While Pakistan still imports substantial quantities 
of wheat, its exports of rice, in value terms, exceeds its imports of 
wheat so that Pakistan has become a net exporter of food grains. 


One of the recent measures of the interim government is a promise of 
immediate injections of agricultural inputs and accelerated implementation 
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of changes in plant protection measures to increase agricultural out- 
put, particularly cotton production. The previous government also 
had slightly increased the procurement price for raw cotton earlier 
this year. 


The near future of the agricultural sector is mixed. Wheat and sugar- 
cane are probably going to show increases during FY 1978 and the 
prospects for the cotton crop are improving. Though no official 
figures have been released, trade estimates of this year's crop range 
from 2.7 to as high as 3.5 million bales. The latter would represent 
a complete reversal of last year's disaster and a 20 percent increase 
over FY 1975 cotton output. Unfortunately delays in importing needed 
fertilizer are creating shortages, particularly of phosphates at the 
crucial wheat planting season which could reverse and in any case will 
Slow the remarkable gains in wheat production of the last few years. 


On the other hand, poor irrigation practices and bad drainage over a 
long period of years have caused a growing problem with water logging 
and soil salinity. The magnitude of the problem implies a costly 
solution; for example, the rising water table due to the expansion of 
irrigation is already causing serious drainage problems in some urban 
areas of the Punjab. 


INDUSTRY : 


The manufacturing sector's contribution to the GNP has dropped from 

16 percent in 1971 to a current 14 percent of GNP. In the year ending 
in June, industrial cutput was estimated as off almost 1 percent based 
on the known 2 percent drop in output of large scale and heavy 

industry offset somewhat by the performance of small industry. This 
result, in turn, was caused by poor performance in the textile industry, 
which accounts for one-fourth of Pakistan's manufacturing output. Floods, 
damaging rain and the shortage of raw cotton reduced the output of 
cotton yarn and cloth by almost one-fifth from the year before. Pro- 
duction prospects in the textile industry are better this year; raw 
cotton supplies promise to be more adequate and the Martial Law Admin- 
istration has also called for a system of price supports and interest 
free loans for the textile industry. However, the industry is anti- 
quated and its efficiency is low. A good cotton crop would leave the 
textile industry better off but it is still an ailing industry. 


On the brighter side, several industries in the large scale sector did 
well last year. There were impressive improvements in the ghee, 
fertilizer, steel and paper products industries. 


There are fundamental reasons for the declining share of the manu- 
facturing industry in the national production than the transitory and 
endemic problems of the textile industry. To some extent the decline 
is due to the calculated policy of the previous government over the 
last few years of favoring capital intensive, long gestation period 
investments which will add to GNP only after a considerable delay. 
Many observers feel that some of these projects, for example the Soviet 
financed Karachi steel mill, are inappropriate for Pakistan's 
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development needs. They are low in employment creation and capital 
intensive and the final product will not be competitive. Another 
important factor in Pakistan's poor industrial record was the trend 
towards nationalization of agro-based industries. The Bhutto govern=- 
ment recognized that the process had gone too far and before it was 
deposed it announced plans to denationalize many units in the small 
processing industry. The interim government has carried out these 
Plans and has somewhat extended them. 


Finally, businessmen complain that Pakistan's industrial production is 
also being hurt by the siphoning off of skilled workers to the labor- 
short, oil-rich Persian Gulf States. This is, for example, hampering 
recovery in the textile industry. 


The Martial Law Administration has undertaken certain measures to 
boost industrial output. These include a system of price supports and 
loans for the textile industry. Such incentives are designed to in- 
still confidence in the private sector and boost foreign exchange 
earnings from industry. The private sector welcomed the denational- 
ization of agro-based industries and the establishment of a commission, 
headed by a prominent industrialist, to evaluate the performance of 
state-controlled industrial enterprises and recommend improvements. 

The interim government has also called for definition of what should be 
done publicly and what should be done privately. As a result, the 
prevalent attitude in the modern business and industrial sector has 
recently shifted from despair to cautious hope. 


MONETARY FACTORS: 


The money supply (including time deposits) grew by 18 percent over 
last year primarily to finance deficits of the federal government and 
state-owned commodity trading companies. Although the oil price in- 
crease should have worked its way through the system by now, official 
indices show that prices are still increasing at around one percent 
per month and many informed observers think the rate of increase is 
even higher. Obviously, the increased money supply, coupled with the 
scarcity of consumer goods and other commodities together with the 
sharp public wage and salary increases of last year are creating up- 
ward pressure on prices. The interim government in addition to 
attempts to more stringently enforce existing price control and various 
forms of moral suasion, has been more carefully controlling government 
expenditures, including a freeze on new hiring. Finally, if the 
government were not running a fairly liberal import regime (at the 
expense of the balance of payments), inflation would be even worse. 


INVESTMENT CLIMATE: 


In monetary terms, total fixed investment in Pakistan increased 20 per= 
cent this year but in real terms this represents only a modest increase 
and it remains around 19 percent of GNP. The vast majority -- 75 per=- 
cent -- of such productive investment as took place was in the public 
sector which contains most of the country's large scale and heavy 
manufacturing industries. Obviously, many private investors are sitting 
on their money. 
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The interim government has recently completed denationalization of 
2,773 agro-based industrial units. These were rice husking mills, 
flour mills and small cotton gins. The private sector welcomed this 
action but has assumed a "wait and see" attitude towards further in- 
vestment in plant expansion. 


Public sector investment, currently under reexamination, will probably 
continue at its present pace; however, the emphasis is still on long 
gestation period, capital intensive projects such as cement plants, 
fertilizer plants and heavy industrial mills. Several manufacturing 
and heavy industrial projects are scheduled to begin production this 
year. Two fertilizer plants, a cement pliant and the Taxila foundry 
and forge are slated to begin commercial operations in FY 1978; the 
Karachi steel miil is scheduled to begin partial production in FY 1979. 
Several other plants and mills are currently under construction with 
completion dates in the 1980's. 


Foreign investment continues to be sluggish with no significant changes 
on the horizon. Pakistanis are interested in joint ventures but public 
and official attitudes remain wary and until the present political 
situation is resolved it is unlikely that many new ventures will be 
initiated. 


TRADE AND BALANCE OF PAYMENTS: 


The Pakistani trade deficit in FY 1977 of more than $1.1 billion was 

30 percent higher than in Fy 1976. As a result of higher prices on the 
world market for Pakistani exports (rice apart), total exports in- 
creased aimost one percent in monetary terms to $1.2 billion. However, 
the export. volume of cotton, which normally accounts for a large percen=- 
tage of Pakistan's foreign sales, was down by three-fourths. One bright 
spot is the continued increase of non-traditional exports, such as 
vegetables, fish, and finished goods. The value of imports increased 

by 15 percent (mainly in raw material and capital goods) to 2.3 billion. 


Exports of labor services provided by emigrant workers continued to 

grow, and are a major factor in both the balance of payments and incomes. 
A significant number of families have at least one member working abroad. 
According to official estimates Pakistan's economy received over 430 
million from this source in FY 1977, this figure could actually be over 
500 million. These emigrants have an immediate nggative impact upon 
Pakistan's labor markets, but also represent a positive social force as 
they add new sophistication, skills, and attitudes. The majority are 
working in the oil producing states of the Middle East, and are creat- 
ing new connections and ties with those areas. 


Not only does Prkistan have a trade deficit which equals exports earn- 
ings but it also has a large debt service burden. In FY 1977 principal 
plus interest payments totalled over $400 million. Pakistan covered 
most of its combined trade and debt service deficit with the help of 
emigrant remittances (largely from workers in the Gulf States) of about 
500 million and foreign assistance estimated at $1.1 billion. Asa 
result, Pakistan's foreign exchange holdings decreased only from $585 
million to $387 million (including gold and SDR's) during the year 





ending June 30. Subsequently the total rose slightly to $435 million 
in August. 


The debt problem promises to become more severe in the next few years. 
According to reliable estimates, debt repayments will rise to nearly 
$500 million this fiscal year and if current amortization schedules and 
plans remain unchanged will go over $800 million by FY 1982. How this 
continuing balance of payments gap will be covered is not presently 
clear. Other Moslem states have taken a sympathetic look at Pakistan's 
problems with the result that since 1973 Moslem states, mainly Saudi 
Arabia and Iran, have loaned Pakistan almost $1 billion. Presumably 
these states and other OPEC countries will continue to work with 
Pakistan to alleviate its financial problems. Most aid to Pakistan, 
however, has come from the west (direct US aid is presently running 

at 12 percent of Pakistan's total aid). Pakistan hopes there will be 

a meeting of the consortium of western aid donors to Pakistan late this 
year which will also grapple with the problem. Observers agree that 
Pakistan will have to readjust some debt service, and many believe it 
will approach the World Bank chaired western Aid to Pakistan Consortium 
for new relief in the next few years. Much of Pakistan's emphasis on 
the LDC debt problem in North-South discussion forums can be explained 
by its own debt service burden. 


IMPLICATIONS FOR THE UNITED STATES 


Pakistan's severe balance-of-payments problem and limited foreign ex- 
change reserves limit U.S. export possibilities to Pakistan. However, 
its import licensing regime is less restrictive and cumbersome than 
many other developing countries. 


Most U.S. firms in Pakistan have continued to operate profitably 
during the past year and the outlook is much the same for the coming 
year. Foreign firms do, however, often chafe under the closely regu- 
lated business atmosphere existing in Pakistan which results in profit 
margins considered inadequate by some overseas investors. U.S. firms 
are exploring joint ventures in Pakistan in the petroleum and fertil- 
izer industries. 


PROSPECTS FOR U.S. EXPORTERS: 


The best prospects for U.S. exporters to Pakistan are in the areas of 
edible oils, chemical fertilizer machinery, telecommunications equip- 
ment, port equipment, hotel equipment, heavy construction equipment, 
and cement and railway equipment. There is also a growing market for 
food processing equipment (such as sugar mills, slaughter house equip- 
ment, edible oil processing, wheat and rice milling equipment, fruit 
and vegetable packing and processing machinery and equipment for 
frozen foods), There is also a promising market for power transmission 
and control equipment, secondary quality steel sheets, steel scrap and 
gas transmission equipment. Engineering and consultative services will 
also be needed in connection with development projects. 
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